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5 The unknown institution 


The United Kingdom and 
the EIB (1973-1999) 


Lucia Coppolaro 


Introduction 


“It remains true [...] that the European Investment Banks has made a slow 
beginning in the UK. It was virtually unknown at the time of our accession 
in 1973 when loans were easy to raise through the London Money Market,”! 
commented a British official of the Foreign Office in 1975 when illustrating 
the debut of the EIB operations in the United Kingdom. However, what is 
striking is not that the Bank was virtually unknown in 1973 but that 20 years 
later, upon becoming the EIB president, Sir Brian Unwin noted that “the 
EIB [is] virtually unknown in the UK and internationally.” Twenty years 
of operations in the country had not been sufficient to make the EIB well 
known. And neither the fact that the greatest of all the EIB projects was the 
Channel Tunnel was helpful in making it a reputed institution.” 

This chapter analyses the United Kingdom’s experience as an EIB 
shareholder. After the two French vetoes to the British membership in 
1963 and 1967, the Hague conference of December 1969 opened the way 
to the first enlargement of the EEC to Denmark, Ireland, and the United 
Kingdom in 1973. As the membership of the Bank was an obligation under 
the Treaty of Rome, the three candidates would join the Bank on joining 
the Community. 

In the literature dedicated to the EIB, the role of the member states in 
shaping the lending policy and, in general, the evolution of the Bank has 
received scant attention. Hardly surprisingly, the few studies that have been 
done so far concern only Italy and France, the two countries which had a 
leading role in the establishment of the Bank and in the formulation of the 
policies and operations. The role of the other member states has been over- 
looked in the literature, and the EIB is often treated as an actor detached 
from its shareholders. This chapter tries to fill this gap by analyzing the 
evolution of the EIB lending policy and operations through the lens of the 
British experience from 1973, when the United Kingdom joined the EEC, to 
1999, when the presidency of Unwin ended. This long-term analysis allows a 
better appreciation of the evolution of the EIB and its lending policy and of 
the role that the British had in it. 
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The chapter is organized as follows: first, it describes the negotiations 
leading to the United Kingdom membership; second, it analyzes the form- 
ative years from 1973 to 1979 when the United Kingdom started to bor- 
row from the EIB. Third, it deals with the 1980s and shows how the EIB 
lending became more vigorously shaped by the priorities and policies of 
the European Economic Community (EEC). Finally, it illustrates the pres- 
idency of Unwin, how the EIB became more involved in the EU political 
process, and how the dominance of Italy and France had been diluted by 
the waves of enlargement. The conclusions illustrate the main finding of the 
chapter. 


Joining smoothly 


In the wake of the Hague conference of December 1969, the negotiations for 
the enlargement of the EEC to the United Kingdom resumed in Luxembourg 
in June 1970 and were concluded in January 1972 in Brussels with the sig- 
nature of the Accession Treaty. As a result, the EIB acquired three new 
shareholders. In the meantime, Denmark and Ireland had concluded their 
membership negotiations as well. As with all the waves of the enlargement 
of the EEC and then the EU, the acquisition of new members would have 
an immediate impact on the EJB structure. The subscribed capital would 
increase, and the size and composition of the boards of governors and of 
directors would have to be adapted. In this regard, the new shareholders 
had to be integrated into the institutional bodies of the EIB and its perma- 
nent staff. 

In 1970, the prospected acquisition of the new shareholders put in motion 
a negotiating process between the candidates and the original member 
states to adapt the EIB institutions and its procedures and to ensure that 
the EIB could continue to operate efficiently. With the enlargement, a sharp 
increase in operations could be expected in the new member countries, 
broadening the Bank’s areas of activities and its financial influence. The 
expansion of the activities was expected especially in the United Kingdom 
and Ireland where regional development or conversion problems were 
acute. Moreover, the enlargement to the United Kingdom was expected to 
broaden the geographical area of EIB intervention outside the EEC to the 
members of the Commonwealth countries associated with the EEC through 
the Lomé Convention.’ 

In spite of the complexity of the issues to be addressed, the negotia- 
tions between the EIB and the British government and between the British 
government and the original member states proceeded straightforwardly. 
The British noted that the EIB “is a well-established institution. The pres- 
ent Members [...] have not serious complains about the way it functions. 
We shall in practice, at the outset, have to accept it as we find it. Both the 
reputation the EIB enjoyed and the lack of serious tensions between the 
members on its functioning facilitated the negotiations. 
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The Treasury held borrowing from the EIB desirable. For presenta- 
tional reasons, the Treasury wanted to see borrowers coming forward to 
Community funds to show that the “Community can be seen to be giv- 
ing assistance to UK enterprises but also to promote a good relationship 
from the outset with the EIB.”> The obvious attractions of being able to 
demonstrate that the United Kingdom was in a position to benefit from 
the EEC membership had to be materialized by finding some projects 
suitable for consideration by the Bank to which adequate publicity could 
be given.° 

In assessing the impact that EIB loans could have on the British economy, 
the Treasury and the Bank of England held that the character of the Bank’s 
lending operations in the past could lead to expect that the Bank would not 
be a major factor in project financing in the country any more than it had 
proved for the existing members of the Community, except Italy. However, 
in the early 1970s, with Commissioner Colonna’s plan, the EEC was start- 
ing to elaborate a common industrial policy that could favor lending to 
the United Kingdom. One of the central recommendations of the Colonna 
Plan for a common industrial policy was that European-scale mergers 
should be encouraged, particularly in advanced technology industries. In 
the Commission’s view, the EIB should help companies to merge across 
frontiers within the EEC and help with industrial restructuring.’ In the 
early 1970s, the EIB was adapting its mandate to the new economic situa- 
tion characterized by the slow rate of economic growth and higher rate of 
unemployment. The British government held that this development could 
make the United Kingdom a substantial receiver of the EIB funds not only 
for infrastructure — the major sector in which the EIB was expected to 
operate — but also for industrial development.* Thus, the British consid- 
ered the EIB “a clearly useful potential source of additional funds for our 
regions, in cases where finances on comparable or cheaper terms are not 
readily available through the domestic capital market.”? 

At the same time, both the Treasury and the Department of Trade and 
Industry (DTI) did not expect a rush to borrow. First, the UK situation 
was not so much one of borrowers looking for funds but borrowers look- 
ing for the cheapest source of funds. The attraction to borrowers would 
depend on the EIB’s term. The EIB’s rates of interest were not all that attrac- 
tive compared with Government lending but they did compare reasonably 
favorably with anything available for borrowing on the market. Moreover, 
as for loans from the private sector, the DTI held that the exchange risk was 
likely to deter borrowers. The sterling element in the EIB loans would be low 
(10%-—15%) and firms were wary of the exchange risk.!° The second aspect 
that could discourage loans was the remoteness of the Bank. The EIB was 
virtually unknown in the country and, in general, all the EEC institutions 
were perceived as distant and remote. The British government was prepared 
to encourage applications but these two basic questions remained as poten- 
tial deterrents.!! 
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On the other side, in December 1970, the EIB elaborated a memorandum 
on the issues to be addressed to include the new members, from the contri- 
bution of the Bank’s capital and reserves to the make-up of the decision- 
making bodies and the voting rules. While presenting the different options, 
the memorandum showed awareness of the political implications of the 
issues to be treated and that they would be resolved at the highest political 
level.!? In 1971, as accession negotiations progressed, the EIB’s planning on 
the required changes also advanced. President Yves Le Portz was anxious to 
have the United Kingdom in and commence operations in the new member 
state as soon as possible after accession and with a news-worthy project. 
The EIB was interested in expanding its geographical areas of operations 
and exercising its right to borrow in London. The EIB officials were ready 
to examine projects with a benevolent eye so that a loan could be announced 
as near as possible to January 1973.3 

In 1972, after the signature of the accession negotiation, bilateral con- 
tacts between the EIB officials and the British were organized. Officials 
from the Management Committee of the EIB headed by Le Portz and from 
the Treasury and the DTI met both in London and in Luxembourg to 
discuss the role the Bank could play in the UK economy and survey the 
prospective loan operations. The British officials exposed the economic 
problems of the country, how these could be addressed by the EIB’s loans, 
and how the British regional policy could be supported by the EIB. They 
noted that Britain’s regional problem was almost entirely industrial as the 
decline of the basic industries had led to unemployment. As the bank’s 
operation had a strong regional development slant, the Treasury expected 
the EIB to lend to areas which the United Kingdom had identified as 
assisted areas. The EIB officials were quick to note that there was not an 
officially defined regional policy in the Community and, hence, the Bank 
was inclined to accept a country’s definition of areas needing regional assis- 
tance and rely on national definitions of development priorities. This gap 
could favor the EIB intervention in the industrial sector and in the older 
industrialized regions, as per the wishes of the British. The EIB officials 
emphasized their willingness to start operations in the United Kingdom 
as soon as possible after the accession and even went out of their way to 
say that they would accelerate their normal procedures as far as they pos- 
sibly could so as to be able to give suitable publicity early in 1973 to any 
acceptable project the British government could put forward. Lastly, the 
problem of the remoteness of the EIB was addressed. Le Portz emphasized 
the importance of publicizing the Bank in the United Kingdom before 
1973. The British officials recognized that the EIB was virtually unknown 
and that steps should be taken to make the EIB’s facilities more widely 
known in the private sector, also through the support of the Confederation 
of British Industries (CBI).'4 

While the British government and the EIB officials searched for a project 
to be financed, an agreement was reached on the institutional adaptation 


The unknown institution 99 


and, in particular, on the contribution of the new members to the Bank’s 
capital and their representation on the Bank’s various bodies. The British 
government required its contribution to the capital of the EIB to be the 
same as that of Germany and France and its representation on the Bank’s 
various bodies to be the same as that of Germany, France, and Italy. Given 
the size of the United Kingdom in terms of population and GDP, the six 
original member states accepted the British requests and the negotiations 
advanced smoothly.!5 

With regard to the first aspect, when the EIB was founded, the proportion 
of the capital to be subscribed by each Member was fixed according to the 
GDP of each Member and agreements of a political nature. As a result, 
the capital share of Italy, which would derive the greatest benefit from the 
Bank, was raised and the shares of France and Germany were lowered.!° 
As was the case in 1958, in 1970-1972, the calculation of the new member 
countries’ contributions was a mainly political issue. Coherently with the 
solution adopted in 1958, the EIB’s memorandum of December 1970 sug- 
gested the mixed calculation method to determine the new EIB capital and 
the respective contributions of the new Member States. The Six accepted 
the United Kingdom’s proposal and, as a result, the British contribution 
would be 21.74%, the same as that of the Federal Republic of Germany and 
France. The Bank’s capital was increased by 50% in 1971 and then by a fur- 
ther 35% in 1973 when the United Kingdom, Ireland, and Denmark became 
shareholders." 

With regard to the British representation on the Bank’s various bodies, 
following the British request, the Board of Directors would be made up of 
18 directors and 10 alternates, larger than the EIB memorandum had wished. 
The British would also have a vice-president in the management committee 
but an additional post for the small member states would not be created 
as the EIB memorandum of December 1970 had suggested. The Board of 
Governors would have three new ministers. Voting by simple or qualified 
majority and by unanimous vote would be retained as well as the rule stat- 
ing that a simple majority can only be attained when 40% of the capital 
issued was represented. English would be introduced as the new working 
language at the bank alongside French. As Vice-President, the British gov- 
ernment appointed a leading figure, Raymond Bell, who had been Deputy 
Secretary to the Treasury and had been a member of the United Kingdom 
delegation to the negotiations on the accession to the EEC.!8 

Whereas the negotiations on the adaption of the EIB structure pro- 
ceeded speedily, the identification of a project to be submitted was more 
complicated. Private borrowers were not coming forward. The sympo- 
sium, organized by the CBI to enable British industrialists to meet rep- 
resentatives of the EIB, had revealed no marked enthusiasm for seeking 
EIB funds, given the availability of the alternative sources of capital. The 
Treasury explained the difficulty with the fact that the EIB loans were 
simply one among a wide range of alternative forms of commercial and 
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Government finance available for UK borrowers in both the public and 
private sectors. Other sources such as the Eurodollar market were avail- 
able and not subject to other inconveniences attached to the EIB finance, 
notably the relatively low limits on the size of loan and the requirement 
that it should be linked to an approved investment project. In particular, 
the Treasury expected the EIB lending to private firms in Britain to be 
extremely small. Unlike the public sector, the private sector did not enjoy 
an exchange rate cover scheme and the projects which would be qualified 
for an EIB loan would also qualify for preferential treatment under the 
Industry Act of 1972, with more advantageous terms and “without the 
extra paper-work for prospective borrowers” necessary to receive a loan 
from the EIB. 

Bell, who was about to take up the duties as the United Kingdom mem- 
ber of the Management Committee, visited Luxembourg at the end of 1972 
and came under heavy pressure from the Management of the Bank to put 
forward a project which could be fed into the machine as early as possible 
after January 1973. By the end of the year, however, the Treasury informed 
the EIB that they would not be in a position to produce a case for EIB loans 
for the time being.” 


The early years 


As noted, the British government considered the EIB a well-established 
institution with its shareholders having no important complaints about its 
functioning. The lack of tension facilitated the integration of the British 
officials with the EIB machines in Luxembourg. In any case, it took time for 
British officials to establish themselves at the highest levels in the Bank. The 
British were offered the position of Director of Studies, the only post avail- 
able at the top level. The Director of Studies was the main advisor to the 
Board of Directors on the broad lines of the Bank’s policy and was surely an 
influential post in the Bank’s staff.?! But, at the same time, the British offi- 
cials had to face the very powerful and well-established French and Italian 
presence and interests and it took time for them to occupy the senior posi- 
tions. As Unwin observes, “there was no British influence on the bank for 
many long times.” 

Throughout the first year of membership, the UK borrowing from the 
EIB was slow in getting underway. The first EIB loan was announced only 
July 1973 and it gave £3.5 million to the Industry and Commercial Finance 
Corporation (ICFC) which used it to finance a number of small and medium- 
sized projects in the backward and assisted areas. The second and third 
loans came in October 1973 and were for the British Steel Corporation 
(BSC) for projects in North England and South Wales. The fact that only 
three loans in the United Kingdom — and only one to the private sector — 
were negotiated in the first year of membership was considered disappoint- 
ing both in London and in Luxembourg. 
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In explaining the reasons for this slow beginning, Bell and the officials 
from the Treasury considered that the EIB lent in a “mix” of currencies and 
at arate of interest which reflected its average cost of borrowing on the cap- 
ital markets. The mix of currencies depended, in each case, on what the EIB 
had available and on the preference of the borrower, but no more than 40% 
of a loan could be made in a single currency. In 1973, the EIB had not raised 
money in London because of the high cost of doing so and was not pre- 
pared to use for loan operations more than a small proportion of the sterling 
they had received from London by way of payment to capital and reserve. 
Larger firms with access to sophisticated financial advice and capital- 
raising facilities preferred to borrow directly on the Eurodollar markets, 
at rates if was anything cheaper than the EIB’s, without having to undergo 
what was perceived as a lengthy and cumbersome assessment procedure. 
Smaller firms were even more reluctant to borrow unless an exchange risk 
cover was available.” 

Unfamiliarity with a new lending institution, in spite of the effort by the 
government to promote the facilities provide by the EIB, further deterred 
loans by the private sector. The Board of Directors held one of their reg- 
ular meetings in London in October 1973 and the CBI regularly published 
reports on the EIB activities and facilities.” Yet the fact remained that the 
EIB was perceived as a distant and unfamiliar institution with a lengthy 
assessment procedure.”> 

In spite of this very slow beginning, by 1975, the British borrowing had 
increased significantly. In addition to an upswing of more than 50% in 
loans to Italy, the other most striking feature was the amount lent for pro- 
jects in the new Member States; it was over double the amount provided 
in each of these countries the previous year. The channeling of finance 
into regional development and the conversion of EEC’s older industrial 
areas remained the Bank’s main area of activity and this had favored loans 
to the United Kingdom, Ireland, and Italy. As Table 5.1 shows, in 1975 
and 1976, over three quarters of EIB lending went toward investment in 
Italy, Ireland, and the United Kingdom whose regional problems were 
causing the greatest concern.” In 1975, there were no more problems of 
few loans from the United Kingdom with 1976 becoming a record year, 
defined as “an annus mirabilis” by the Treasury: the United Kingdom was 
the main borrower from the EIB with 38.5% of all the lending within the 
Community.’ In 1977, for the second year running, the United Kingdom 
received the largest volume of finance: 489.6 million or 34.9% of all the 
lending within the Community, compared with 417.6 million in 1976. 

Nationalized firms were the main borrowers and loans went to the 
public sector to support modernization and the conversion of backward 
industries. The country was going through a phase of structural change, 
and in 1972, the British government had approved the Industry Act aimed 
at favoring the modernization and conversion of backward industries. 
The EIB’s loans to large state-owned corporations were considered as an 
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Table 5.1 Loans granted from 1973 to 1977, breakdown by member states 


Country Number of loans Amount (million of u.a.) Share 
1973 

Belgium - - - 
Denmark 2 6.8 1 
France 14 170.6 24.5 
Germany 18 204.5 29.3 
Ireland 3 22.6 3.2 
Italy 10 181.9 26.1 
Luxembourg - - - 
Netherlands - - - 
United Kingdom 3 67.1 6.2 
1974 

Belgium 1 16.1 1.5 
Denmark 5 19.6 1:9 
France 16 193.7 20.5 
Germany 7 96.1 8.3 
Ireland 7 46.4 6.2 
Italy 22 278 38,2 
Luxembourg - - - 
The Netherlands 2 31.9 2.91 
United Kingdom 9 149.5 20.2 
1975 

Belgium 1 10.8 1.2 
Denmark 6 17.7 1.9 
France 11 158.0 17:2 
Germany - - - 
Ireland 2 37.7 4.1 
Italy 26 358.8 39.1 
Luxembourg - - - 
Netherlands - - - 
United Kingdom 18 334.5 36.5 
1976 

Belgium 1 17.9 LF 
Denmark 3 9.1 0.8 
France 3 60.1 5.5 
Germany 3 110.8 10.2 
Ireland 3 57.4 5:3 
Italy 34 382.6 35.2 
Luxembourg - - - 
Netherlands 2 30.4 2.8 
United Kingdom 24 417.6 38.5 
1977 

Belgium - - - 
Denmark 8 32.7 2.3 
France 9 296.5 22 
Germany 1 28.4 2 
Ireland 6 79.7 6 
Italy 32 425.7 30.4 
Luxembourg - - - 
Netherlands - - - 
United Kingdom 23 489.5 34.9 


Source: EIB annual reports database, years 1973-1977, available at https://www.eib. 
org/en/publications/index.htm, data retrieved on 20 August 2021. 
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instrument to pursue the goals of the Industry Act and favor the rational- 
ization necessary to put the UK industry on a more competitive footing, 
especially in the steel, shipbuilding, and coal mining sectors. As a matter 
of fact, one of the first loans was signed with BSC, for modernization and 
rationalization.*® In 1975, an additional loan was approved in favor of the 
BCS, the largest single loan ever made by the EIB until that time, presented 
as essential in developing a modern and viable steel industry in Scotland. 
Other loans to the BSC followed, together with loans to the British Rail, 
National Coal Board, the National Water Council, the Gas Council, the 
Post office, the National Freight, and National Bus.” 

Practically, the whole of the lending went to public sector projects. A 
balance between private and public lending had been maintained with one 
loan to the private sector and two loans to the public sector in 1973 and 
four loans to the private sector and five loans to the public sector in 1974. 
In 1975, the private sector received three loans while the public sector 
received 13. In 1976, the imbalance continued. Except for the petroleum 
industry, loan applications came almost exclusively from public utilities 
and nationalized undertakings for which the Treasury bore the exchange 
risk. In 1977, the loan applications came without exception from the public 
sector and from nationalized undertakings, the exchange risk on whose 
borrowings was borne by the Treasury.*° 

Both the Treasury and the DTI were aware that some programs to the 
public sector, such as those to the BSC and the British Rail, were consid- 
ered in the EIB to be “of doubtful viability.”*! The EIB’s view was that 
modernization and conversion projects would play an increasingly impor- 
tant role in its activities in the light of the problems raised by persistent 
large-scale unemployment in the older industrialized regions of the United 
Kingdom. As such, the Bank endorsed the priority identified by the British 
government.” At the same time, however, the EIB officials were not always 
convinced about giving loans to the steel sector that had proved to be 
uncompetitive at the world level and characterized by overcapacity. The 
BSC’s commercial performance had been bad over the decade since 1967, 
as the trends in output, sales, and market share had all been on a downward 
slope. The excess capacity, both nationally and worldwide, was expected 
to continue and generally depress prices and the EIB looked with appre- 
hension at loans that were aimed at expanding the productive capacity. 
However, as the British government remained committed to the project, 
the loan was approved in spite of the disquiet of some members of the 
Management Committee.* 

By 1976, there was increasing resistance from the Management 
Committee and the Board of Directors to the further financing of indus- 
tries in chronic deficit. The British Director Dennis Kirby doubted 
whether nationalized industries would receive much from the EIB because 
of their poor results. The Management Committee was seriously con- 
sidering ending all lending to railways projects as the “British Rail was 
probably beyond hope.”*4 
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These concerns about the public sector went hand in hand with the bor- 
rowing difficulties of the private sector, a question raised frequently, ini- 
tially because the British were concerned at the slow take-up of the EIB 
loans and later, because of the EIB side’s wish to see the private sector 
more involved. The British government had set up a Small Firms Division 
to consider and promote the needs of small firms as a whole and was inter- 
ested in using the EIB facilities to pursue these aims. In July 1973, the EIB 
concluded a contract with the ICFC for a loan equivalent to £3.5 million. 
This was the Bank’s first operation in the United Kingdom and it made 
the EIB finances available, through the ICFC, for small and medium sized 
projects too small to justify the direct EIB loans usually reserved for large 
ventures. This borrowing was regarded by the ICFC as a prototype oper- 
ation which, if successful, could lead to more substantial global loans.* 
However, the global loan arrangement — widely used in other member 
states for small and medium sized projects — had not really got off the 
ground in the United Kingdom also because of the exchange risk. The 
Treasury remained firmly opposed to any extension of the public sector 
exchange risk guarantee scheme to the private sector, considering it as an 
open-ended subsidy and a real sterling cost for the government.** As such, 
the private sector borrowers were deterred from borrowing in spite of the 
fact that a major aim of the British industrial policy and of the EIB was to 
get more investment in the private sector. 

In 1976, the Board of Directors dealt with the issue. A majority of direc- 
tors noted that because of the exchange risk, a distortion in the composition 
of the Bank’s portfolio led to loans being granted mainly to borrowers in 
the public sector and being concentrated in Italy, the United Kingdom, and 
Ireland, whereas loans were no longer attractive in Germany, the Benelux 
countries, and France, a trend confirmed in Table 5.1.38 

While lending to the state-owned corporation in the United Kingdom 
raised concerns, the EIB showed readiness to lend for operations in the 
energy sector. The energy crisis of the early 1970s underscored weaknesses 
that the European Council and the Commission called upon the EIB to 
address, pinpointing the priorities to pursue. Following these indications, 
the EIB gave priority to projects which could help to make the Community 
self-sufficient in energy supplies. In 1976, operations in the energy sector 
represented about 35% of the Bank’s total activity.*? Against this back- 
ground, the Bank financed several North Sea projects, and in 1975, the 
Management Committee paid a visit to the Energy Department with the 
aim of increasing loans in this field.*° 

The British borrowing experience in the 1970s showed that a development 
was taking place in the determinants of the lending policy of the EIB. On 
the one hand, as in the 1960s, governments received loans according to the 
priorities they had individually elaborated at the national level, in spite of 
the doubts of the EIB. The EEC still lacked a common regional policy, with 
goals and instrument properly defined. Lacking criteria, the Bank financed 
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those areas and activities the member states had selected as a priority for 
their development. 

On the other hand, the Commission and the European Council were 
becoming more active in orientating the priorities the EIB would have to 
address and, hence, in shaping the lending policy. With regard to the 
Commission, until the early 1970s, it made little use of its power of author- 
ity over the EIB, largely because it lacked a clear idea of what policies the 
EIB should adopt. The lack of acommon regional policy further weakened 
the role of the Commission.*! Yet, in the 1970s, the urgency to define this 
policy intensified. The economic crisis drew attention to the link between 
the declining industries and specific areas so that regional development 
was not anymore only an Italian problem. In 1970, the Werner plan for 
an Economic and Monetary Union emphasized the connection between 
monetary integration and regional unbalances. Finally, the 1973 expan- 
sion to countries with regional unbalances led to a new coalition of EEC 
members in favor of strengthening this policy. In the mid-1970s, the EEC 
started to define its common regional policy and the effort culminated 
in the late 1980s when the EEC moved from a member state-controlled 
model to a policy grounded on common objectives, priorities, and con- 
trols. With the formulation of a common regional policy and the economic 
shocks, the Commission became more assertive in pinpointing the priori- 
ties the EIB should pursue and in examining ways in which it could exert 
greater influence on the Bank.” 

As for the European Council, the final declaration of the European 
Council of Rome in March 1977 on Growth, Inflation, and Employment 
invited the Board of Governors of the EIB to conduct a study of how they 
could more effectively make a greater contribution to the alleviation of labor 
market problems, the encouragement of investment within the Community, 
and the promotion of convergence amongst the various Member States. The 
declaration was the direct result of an initiative of the British Prime Minister 
James Callaghan, fully supported by France, Italy, and Ireland.” At the 
Prime Minister’s request, the Belgian Finance Minister Willy de Clercq, 
Chairman of the Board of Governors, formally invited the Management 
of the Bank to proceed with the study.“ Upon a report of the Management 
Committee, the Board of Directors reviewed the possibilities for expanding 
the Bank’s activities in accordance with the aims expressed by the European 
Council. The Board of Directors considered taking the necessary decisions 
in the course of 1978 to authorize an increase in the capital of the Bank and 
asked member states to consider measures to facilitate borrowing from the 
Bank, particularly by the private sector by providing the provision of an 
exchange risk cover. It also decided to render the terms of disbursement of 
the Banks’ loans more flexible and drew its attention to the desirability of 
deciding on the amount and timing of the increase in the Bank’s capital.* 
The Board of Directors recommended increasing the support for investment 
in energy and, to enable the Bank to make a more important contribution 
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toward large-scale projects, the size of individual loans was raised up to 
50% of the capital cost of a project. For small and medium-scale ventures 
which, in general terms, created jobs more cheaply, the Bank aimed at giv- 
ing more support by extending the practice of global loans to intermediary 
bodies at the national or regional level which then on lent funds to their own 
clients.* The initiative of the European Council paved the way to the capi- 
tal increase in 1979 and led the British Treasury to introduce the Exchange 
Risk Guarantee Scheme in 1978.47 The European Council of Rome would 
turn out to be the first of a series of Councils where the EEC members ori- 
ented the EIB lending in response to the priority they had highlighted. 


Reorienting and refocusing 


Margaret Thatcher was not a fan of the EEC, as it is very well known. 
Although she should be credited for the creation of the single European 
market, the British Prime Minister showed her skepticism toward further 
economic and political integration between the European countries and 
her hostility to the EEC institutions and policies. The only institution that 
apparently was saved from her hostility was rightly the EIB and not because 
the British Prime Minister was a fan of the Bank, but rather — as Unwin put 
it — because she “was hardly aware of the role of the EIB.” Rightly because 
the “EIB was not a controversial institution, never had a scandal that could 
increase her distress for the EEC” but “quietly did a good work” to finance 
very large projects in the United Kingdom. The EIB remained unknown 
and was spared from Thatcher’s attacks. As Unwin noted, when in 1983 he 
became the senior UK director in the Board, the EIB remained “pretty well 
unknown in London,” apart from the major investment banks which had 
businesses with it. And this was in spite of the fact that the United Kingdom 
had received a substantial share of the EIB lending.** 

Yet in the 1980s, the EIB refocused and redeployed its activities, also 
thanks to the single European market project of which, Thatcher was an 
architect. In the first half of the 1980s, the EEC members were still facing 
problems of high inflation and unemployment, a sluggish rate of economic 
growth, and the energy crisis. Against this situation, the EEC Council of 
Ministers and the European Council called for the development of a com- 
mon industrial policy and a definition of some common objectives in the 
energy field. Environmental protection was reaffirmed as a priority. Being 
policy-driven, these developments affected the action of the EIB which was 
called to reorient and adapt its operations within a more coherent frame- 
work than that of those during the 1960s and 1970s. Loans in the indus- 
trial policy framework were aimed at modernizing facilities, increasing the 
competitiveness of business, and developing new technology. As the EEC 
stepped in to support SMEs, the EIB also intensified its loans. In the energy 
sector, the aim was to reduce oil dependence, increase energy efficiency, and 
introduce new renewable energies. Coherently, the EIB increased its loans 
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in the sector.*® The definition of the regional policy already started in the 
1970s was in parallel to the broadening of the areas of operations of the EEC 
and, together, contributed to reorienting and refocusing the Bank’s lend- 
ing. This became more strictly related to the policy priorities established by 
the European Council and the EC Council of Ministers and was not only 
country related. The approval of the Single European Act in 1986 reinforced 
the policy logic as the European Council and the Commission called upon 
the EIB to intensify the lending in the areas necessary to achieve a single 
market.°° 

In 1981, the European Council of Luxembourg stressed that optimal 
use should be made of the Community’s financial instruments and of the 
facilities of the EIB to promote the flow of productive investment, includ- 
ing the growth potential in small and medium businesses.*! While holding 
that the major responsibility for tackling the problems of unemployment 
and inflation rested with national governments, Prime Minister Thatcher 
considered that the effectiveness of the actions by national governments 
could be increased by co-ordination within a Community framework and 
full use of the resources of the European Investment Bank, in particular, 
to stimulate the development of a modern industry.” 

In 1982, the Commission and the European Council drew the Bank’s 
attention to the disquieting downturn in investment in productive enterprise 
within the Community and urged the EIB to commit itself more resolutely 
to encourage investment in the fields of energy and industrial and agrifood- 
stuffs development. Both institutions also expressed their wish for the EIB 
to commit itself to project loans based on the use of advanced technology. 
In response, the Management Committee proposed to increase Bank lend- 
ing on a number of high technology sectors through loans to small and 
medium enterprises. 

It is against this refocusing that the British lending in the 1980s should 
be considered. In 1981, lending dipped sharply under the influence of 
Thatcher’s policy of pruning the public debt and as a result of the progres- 
sive privatizing of many nationalized industries. Almost 90% of the funds 
were given over to infrastructural works: water supply, sewerage, sewage 
treatment and disposal schemes, telecommunications and road and rail 
transport facilities, and other infrastructure.*4 In 1982, financing doubled 
mainly as a result of the resumption of lending for investment in the energy 
sector, while financing for transport infrastructure, water supply and 
sewage treatment schemes, and various other infrastructure projects was 
maintained at a high level. From 1983 to 1985, the financing operations 
enjoyed a further spate of growth. The trend was shaped mainly by ris- 
ing investment in the energy sector, water schemes, and regional infra- 
structure, while funding for industry fell back.5 The same trend could 
be observed from 1986 to 1990. Lending was concentrated on transport 
and telecommunications infrastructure — with the Channel Tunnel — water 
schemes and the energy sector, with a sharp upturn of projects helping to 
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Table 5.2 Financing provided by countries — EIB own resources 


1981-1985 1986-1990 
Country Millionof ECU Share Millionof ECU Share 
Belgium 353.4 1.7 368.7 0.8 
Denmark 1047.5 4.9 2054.9 4.5 
Germany 690.7 3:3 3041.3 6.6 
Greece 1518.7 7.2 1047.4 23 
Spain 5414.0 11.8 
France 3062.4 14.5 5822.0 12.7 
Ireland 1155.9 5.5 952.1 2.1 
Italy 9227.8 46.9 16636.0 36.2 
Luxembourg 16.4 0.1 31.6 0.1 
Netherlands 69.1 0.3 938.4 2.0 
Portugal 2651.1 5.8 
United Kingdom 3278.4 15.5 7020.9 15.3 


Source: EIB annual reports database, years 1986 and 1990, available at https://www.eib. 
org/en/publications/index.htm, data retrieved on 20 August 2021. 


protect the environment.” Overall, as Table 5.2 shows, in the 1980s, the 
lending to the United Kingdom increased in absolute terms but, as a share 
of total EIB operations within the EEC, it never reached the record level 
of the 1975-1977 period, as it stabilized at 15%. 

The British directors and the Treasury were generally satisfied with the 
way the EIB operated. However, they critically underlined that the policies 
had to be developed within the boundaries of financial feasibility and within 
an overall framework of budgetary discipline. Since 1981, the British direc- 
tors concentrated their efforts in trying “to rein in somewhat the enthusiasm 
of the Management and Staff for expanding the Bank’s balance sheet year 
by year.” The EIB was dependent for the bulk of its funds on monies raised 
on the financial markets, and the markets had from time to time shown 
signs of rebellion at the prospect of yet more paper. The Bank’s credit stand- 
ing had to be monitored and this could restrain lending activity.** This line 
drove the stance of the British directors at critical junctures. Contrary to 
the policy of the 1970s, in discussing the capital increase, the British took 
a restrictive approach and pressed to put a ceiling for lending outside the 
Community and to nonassociated countries. In particular, they resisted 
“any suggestions for spreading the EIB operations to South America or 
Asia.”® The senior British director Unwin opposed external lending to 
Central America or to the EIB “burning its fingers” in this area, as he put 
it. Loans to Central America would increase existing pressure from other 
countries, notably India. In 1982, the government of India approached 
the British government asking for support to obtain access to EIB funds. 
Extending EIB lending to India would set a precedent for other nonassoci- 
ates and subject the British to renewed claims from ASEAN countries that 
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were turned down in 1981. The informal EIB’s rule of operation was that 
external lending should never exceed 20% of the total outstanding lend- 
ing. Any major expansion of the Bank’s external lending would ultimately 
entail increasing the capital base, requiring a capital increase which the 
Treasury wanted to avoid. While the Foreign Office was more inclined to 
agree to extend the lending, the Treasury and Unwin were against on the 
grounds that these would necessitate a capital increase and turn the EIB 
into a world development bank. The majority of EIB partners shared the 
British opposition. The French preferred to concentrate operations on 
the ACP countries while the Germans were hostile to any operation that 
could lead to an increase in the subscribed capital. Moreover, a solid block 
of member states — the British included — remained firm in opposition to 
extending loans to Central American countries and India and, in general, 
to the nonassociates countries as this would make EIB’s operations global 
and convert it from a bank for European development into a world devel- 
opment bank.°! 

In 1983, the EEC members renegotiated the ACP convention. While the 
French pressed for an increase in the size of the aid, the British govern- 
ment sought a reduction in the multilateral share of the aid budget and to 
minimize the cost of British commitment. The British government showed 
unsatisfaction about the Lomé Convention. They held that the quality of 
regional projects was poor and aimed to increase the development effective- 
ness of aid through, among the other things, a more effective evaluation of 
the programs. As the EIB lending played a role in the Lomé Convention, the 
Treasury opposed any increase in the lending to the ACP countries, more or 
so due to the high rate of the indebtedness of many of them. As a result, a 
congruent ceiling was put on external lending.® 


Under a British President 


In 1992, the EIB Presidency of the German Ernst-Ginther Bröder was 
coming to an end. Until that time, the presidency had been covered by 
Italy, France, and Germany. The British government of John Major held 
that it was now time for a British person to take over the presidency. 
Assigning the presidency to the United Kingdom could have been looked 
at with suspect by the other member states. Many EU institutions were still 
controversial in London, even if Prime Minister Major did not have the 
same confrontational attitude toward the Commission and the European 
Parliament as Thatcher had had. The only EU institution that was not con- 
troversial in London and was considered to have played a positive role for 
the entire EEC/EU and its balanced development was rightly the EIB. As 
such, a British Presidency could be positively considered by the other mem- 
ber states. 

The request of Prime Minister Major paved the way to the presidency 
of Sir Brian Unwin from 1993 to 1999. Unwin had been a diplomat in the 
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Foreign Office and a senior official in the Treasury where he had also been in 
charge of international finance. He worked in the Cabinet of Prime Minister 
Thatcher and helped her to get her “many back” at the European Council of 
Fontainebleau in 1984. Unwin already knew the EIB and its functioning as 
he had served as the British director from 1983 to 1985. 

The European Council of December 1992 invited the Bank to increase its 
infrastructure lending to stimulating employment and starting operations 
in Eastern European countries that were aspiring to become member of the 
EIB. In addition to the priorities indicated by the European Council, Unwin 
set a number of other aims. Based on his experience as director from 1983 
to 1985 and that of other senior EIB officials, especially the British director 
Hugh Evans, “the most important were to raise the profile and visibility of 
the bank; modernize the corporate and management ethos and structure; 
to harness even further the bank’s huge potential for supporting the EU’s 
economic objectives, and to become more directly involved in the process 
of determining them; and to contribute positively through the bank’s oper- 
ations on the bond markets to the path towards monetary union and the 
single currency.’ 

President Broder held that “The more discreet we are, the better it is,” 
referring to the role that EIB should have in the EU political process.© 
According to Unwin, his predecessor had been too cautious and the 
Management of the Bank had been too passive. Unwin held that it was not 
for the Bank to make the EU policy but it ought to be, nevertheless, involved 
and engaged in the EU policy-making and political process. It had to be “at 
the front line,” rather than sit back and “wait for things to happen.”® 

Unwin operated to ensure that the President of the EIB would be invited 
to attend the monthly meetings of finance ministers at the Ecofin and the 
informal lunches following them “where discussion was often franker 
and less constrained.” This allowed the EIB president to meet the gover- 
nors on a more regular basis and to intervene on issues concerning the 
bank. This involvement also allowed keeping an eye on the Commission’s 
aspiration to set up and manage new financing facilities. This was the 
case of the Trans-European Networks (TENs). The Commission, in spite 
of the limited borrowing powers, sought new borrowing facilities to 
finance the TENs. The EIB president successfully opposed them on the 
ground that the EIB already had the experience, personnel, technical 
know-how, and financial resources to do it. Periodic meetings were also 
arranged between the Management Committee and the commissioners. 
As a result, by making regular visits to Brussels to meet commission- 
ers and attend Ecofin meetings, Unwin was able to embed the EIB in 
the political process and to make it have a say at the crucial time. The 
activism of Unwin was not much appreciated by Jacques Delors who 
then affirmed that Unwin was “trop dynamic,” which Unwin took as a 
compliment even though it was not sure that making a compliment was 
in Delors’ intention.” 
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The objective of the EIB president to make sure that his institution 
would be involved in the political process and be the initiator of the financ- 
ing in new areas became evident at the European Council of Amsterdam 
in June 1997. Here, thanks to the support of the Prime Minister of 
Luxembourg Jean-Claude Juncker and of Wim Kok who would chair the 
Council, the EIB was invited by the European Council to develop a new 
program of venture-capital lending for high-tech small and medium enter- 
prises and investment in projects in the “human capital” field. Moreover, 
the EIB moved away from accepting only financing government and 
public-sector guarantees. At the end of 1999, the majority of EIB loans 
were guaranteed by the first-class bank or other highly rated institutions 
in the private sector.® All in all, under Unwin, the Bank acquired a more 
assertive role in the formulation of economic policy of the EU. 

According to Unwin, the EIB “was in good working order when I joined,” 
but the management had to be modernized.® His presidency took initia- 
tives to try opening up the Bank by making it less formal, achieving gender 
equity, and enhancing equal opportunities. 

When Unwin left the presidency, the EIB management was less French 
and a little more English — more informal with English used more as a work- 
ing language — except in the Director of General Finance which remained 
dominated by the French René Karsenti.”? Moreover, the predominance of 
the French and the Italian had been diluted by the presence of the officials 
of new member states, Austria, Finland, and Sweden. 

While Unwin was successful in getting the EIB more involved in the EU 
decision-making process and in modernizing its management, the task of 
making the EIB more visible was more complicated to achieve. In 1993, 
the EIB was well known in France, Italy, and the southern member states 
but was still unknown in the United Kingdom and often confused with the 
recently established European Bank for Reconstruction and Development 
(EBRD), which was based in London. Given the “widespread misinterpre- 
tation of and hostility to the EU in the British media,” Unwin held impor- 
tant that there “ought to be greater knowledge and appreciation of at least 
the one politically uncontroversial EU institution whose operations were 
wholly beneficial to the British economy.” But the EIB remained unknown 
not only in the United Kingdom. Unwin, while addressing a meeting of the 
IMF and World Bank in Washington, reminds us that “I was once intro- 
duced as the president of the best-kept secret on the international financial 
circuit.”7! 

Unwin concludes that “despite many speeches, interviews and press 
releases on the projects in the United Kingdom which the bank financed,” 
such as the Skye Bridge, the Channel Tunnel, and the fast link to Dover, 
almost all the post-privatization investment by the water industry, loans to 
road, rail, power, urban development, “I failed to get the work of the EIB 
much better known in the United Kingdom.” As a result, Unwin wonders 
how many British passengers traveling from London to Paris are aware that 


112 Lucia Coppolaro 


the Channel Tunnel, the greatest of all the EIB projects and the result of a 
joint Anglo-French project of 1985, largely owed its completion to the EIB.” 


Conclusions 


Upon becoming shareholder of the EIB in 1973, the British government did 
not alter the way the Bank operated or the power relations between the big 
shareholders. Only in the 1980s, the United Kingdom contributed to more 
actively shape the lending and the functioning of the Bank. The United 
Kingdom joined the EIB in a period of changes in the lending policy of the 
EIB and in the relations with the EEC institutions. In the 1960s, the lending 
policy and operations of the EIB were dictated by the Italian priorities and 
the culture of the management was dominated by France. The lending pol- 
icy reflected above all the national choices of each individual government, 
and the EIB was scarcely subject to the input and priorities pinpointed by 
the EEC institutions and, notably, the Commission. The “house” was in 
good order and the United Kingdom received loans in support of the public 
sector and nationalized undertakings in the 1970s. At the same time, a devel- 
opment was taking place. The lending policy started to be also the result 
of the interplay with the Commission and the priorities pinpointed by the 
European Council in the context of the economic crisis of the decade. The 
EIB started to operate on the ground of policy hints elaborated by the EEC 
and the autonomy of each member state to use the EIB loans to carry out a 
development policy along priorities elaborated on a national basis became 
more limited. This development was strengthened in the 1980s with the defi- 
nition of acommon regional policy and the approval of the Single European 
Act, of which Thatcher was one of the architects. The EIB maintained its 
role of favoring greater economic cohesion, in particular, of the new mem- 
bers but, at the same time, the EIB refocused and redeployed its activities, 
also along the objectives of the Single European Act. As a result, the lend- 
ing became more policy-related and more concerned with SMEs, energy, 
environment, infrastructure. The role of the bank changed in responses to 
developments of the political, economic, and financial environments. 

In the 1990s, under the Unwin presidency, a second development 
occurred. Whereas until the 1980s, the EIB operations had been shaped 
by the hints and priorities emphasized by the European Council and the 
Commission, by 1999, the Bank had become more actively embedded and 
involved in the EU political process, and had initiated the financing in new 
areas. Internally, the EIB embarked on a series of reforms, which made it 
less formal, more oriented to gender equity and equal opportunities. 
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